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KEY ECONOMIC INDICATORS - PAKISTAN 


All values in millions USS Official Exchange Rate 
unless otherwise indicated Rs.9.90 = $1.00 


ITEMS 1976-77 Change over 1977-78 Change over 


previous year previous year 
INCOME / PRODUCTION (Forecasts) 
GNP at Constant (1959-60) 4085 4300 + 5.5 
Prices 


GNP at Current Prices 13,658 15,800 


Index of Agricultural 
Production (1969-70=100) 109 13 


Index of Largescale Manu- 116.3 120 
facturing (1969-70=100) 


Per Capita GNP(Current 187 192.6 
Prices) 


MONEY & PRICES 


(6/30/77) (2/9/78) 


Monetary Assets 


Interest Rate 
(Central Bank) 


Consumer Price Index 
(1969-70=100) 


Wholesale Price Index 
(1969-70=100) 


Gold and Foreign Exchange 
Reserves 


Balance of Payments 
Uncovered Gap 


Exports 


Imports 


Exports to U.S. 


Imports from U.S. 


5,754 
10 


(2/77) 

243.9 
(Cy1977) 

262.6 


444.1 


220 


1145 


2425 
(7/76-1/77) 
34 
(7/76-1/77) 
200 


6,416 
10 


(2/78) 

257.8 
(Forecast) 

265.7 


(2/23/78) 
508.3 


(Forecast) 
139 


(Forecast) 
1292 

(Forecast) 
2770 

(7/77-1/78) 

34 

(7/77-1/78) 

112 


NOTE: All years are fiscal July 1 thru June 30. 


SOURCES: Pakistan Economic Survey 1976-77. 
Central Statistical Office Monthly Bulletins, Key Economic Indicators and 
unpublished data. 
State Bank of Pakistan Monthly Bulletins, Weekly Statements, and 
unpublished data. 
State Bank of Pakistan Balance of Payments Publications. 
Embassy Estimates. 





SUMMARY: Pakistan's economic situation has improved a little over the 
past six months. To some extent this is a rebound from last year's 
stagnation. Good weather conditions have also helped as has a calmer 
business atmosphere and rapidly increasing remittances from Pakistanis 
working abroad. Thanks largely to at least $1 billion in remittances 
GNP might even reach the government's 6 percent projection. However, 
domestic production (GDP) will probably not exceed the three percent 
population growth rate. The Martial Law government has taken a longer 
term view of the economy with steps to encourage and reassure the 
private sector. It continues to try to confine the budget deficit to 
a level that will reduce inflationary pressures. 


The all-important cotton crop is expected to be 3.0-3.2 million bales, 
which is 30 percent over last year, thanks to the absence of flood and 
reduced pest attacks. Wheat production appears to be less than last 
year's officially estimated 9 million tons, which means that next year's 
wheat imports should be substantially greater than this year's one 
million tons. Rice, and sugar and other crops have remained about the 
same. 


The better cotton crop, the denationalization and calmer atmosphere 
have helped industrial production but the industrial sector continues 
to be plagued by low productivity and antiquated equipment. 


Investment continues to be held back by a wait-and=-see attitude. The 

MLA's demarcation of public and private spheres of investment activity 
plus other incentives have not had much impact on domestic investment. 
Foreign investment remains sluggish but there is considerable interest 
in the petroleum industry, where prospects are favorable. 


Although there is a real effort to hold down non-food imports, export 
growth is slow and the trade deficit may reach $1.5 billion. Emigrant 
remittances have eased the overall balance of payments position but 
over the long haul Pakistan has a continuing need for large external 
capital inflows. 


While Pakistan's foreign exchange position constrains export opportun- 
ities there are markets for American products, particularly food pro- 
cessing, chemical and cement plant and equipment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Pakistan's economic progress continues to be painfully slow and adversely 
affected by the uncertainties created by Pekistan's political difficulties. 
The Martial Law Administration (MLA) has taken several measures to put the 
economy on a more rational basis and generally allow individuals and firms 

to produce, process, store and move more goods. These measures are often 
piecemeal and will take time to show results. Two of the most important long 
term moves by the MILA are the Cemarcation of public and private spheres of in- 
vestment and the drafting of a five vear rolling plan oriented towards rural 
areas. 


While budgetary and monetary restraints appear to have siowed the rate of in- 
flation, they have also caused some increase in unemployment in some sectors 
of the economy. A further contribution to increased unemployment is the MLA's 
allowing layoffs of redundant labor in both the public and private sector. In- 
flation is perceived as still rapid and this causes political problems for the 
regime, which are compounded by the increase in unemployment. ther attempts 
to rationalize the economy -- such as increases in some unrealistically low 
utility rates to farmers -~- also carry a political cost. 


However, the general economic situation is better this year than last. To 
some extent this is a rebound from last Year's very bad situation where a com=- 
bination of political unrest and bad weather caused economic growth to lag 
behind the population growth rate. In particular the vital cotton crop has 
returned to a more normal yield and the absence of labor difficulties will 
help industrial production. Esveciéliy important to Pakistan has been the 
rapid increase in emiagzvant remittances which has increased disposable income 
and stimulated production. This will assist GNP to approximate the officially 
forecast real growth rate of 6 percent. Domestic production (GDP), however,is 
unlikely to exceed the 3 percent rate of population growth. 


The five year plan is promised for the midéle of the year but details are still 
tightly held as the government attempts to reconcile goals with available re- 
sources. The new plan will emphasize rural development and basic human needs 
as well as calling on the private sector to play a more active role in indus- 
trial growth. This is in sharp contrast to the expensive, long gestation 
projects of the previous regime which caused extensive international criticism. 


AGRICULTURE 


Pakistan's agricultural production should increase this year mainly as the re= 
sult of a return to more normal growth conditions for cotton. Last year's 

crop was hard hit by floods and pest attacks and yielded only 2.4 million bales 
of cotton. This year water flows were more normal and the government put some 
emphasis on pest control measures with the result that the current crop should 
be close to 3.2 million bales. This represents a thirty percent increase over 
last year and a ten percent increase over the 1975 crop. 





The wheat situation is uncertain. Last year's. production which was officially 
estimated at 9 million tons was made possible by replanting some flood-damaged 
cotton land with wheat. This year most of this acreage is expected to remain 

in cotton which could bring about a slight reduction in wheat acreage. How-= 
ever, fertilizer usage appears to be a bit higher this year although, because 

of late procurement, some areas are reporting fertilizer shortages. On balance, 
it is now generally accepted that the crop will fall short of last year's. This 
crop year Pakistan has contracted for more than a million tons of imported wheat. 
Another year of even heavier import requirements in PFY1979 seems inevitable. 


The rice crop, ar important foreign exchange earner, will probably remain at 
about last year's level of 2,800,000 tons. Pest damage could cause output to be 
lower but this would not affect export availability to any great extent and the 
Slightly higher worid prices could mean that export earnings from rice will be 
about the same as last year. 


Other crops such as sugar cane and oilseeds wiil benefit from this year's better 
than average rainfall and minor increases could be expected. 


For the longer term, the MLA has announced that its Rolling Five Year Plan, to 
be unveiled by July, will emphasize rural development. The government has 
already asked for an "action plan" to set up distribution centers for agricul- 
tural inputs such as seed, fertilizer and credit. Although the government's 
plans are highly ambitious and will take longer than presently envisioned they 
do represent more emphasis on agriculturai output. 


INDUSTRY 


The industrial sector is recovering from last year’s political disturbances 

and greatly unsettled business climate. The widespread civil disturbances of 
last year, which were estimated at the time to have cost Pakistan a full percent 
of GNP, have disappeared. While the continuing political uncertainty has meant 
that Pakistan has not returned to "business as usual", the relative calm has 
meant an improvement in the business climate. The denationalization of agro- 
based industries has been completed. The poor condition of many facilities will 
delay their complete recovery but the process is underway and should have a 
positive affect on industrial pzroduction. 


The textile industry is doing better this year because of the improved cotton 
crop. Raw textile and readymade garment plants should show an increase in out- 
put this year. However, the antiquated state of plant and equipment in this 
sector seriously impairs efficiency and lowers the quality of the finished 
product. Yarn output in particular is off because of a lack of modern well main- 
tained equipment. 


The absence of the labor unrest of last year is expected to permit production 
gains in some industries, particularly cement and engineering goods. 


There is considerable interest in the petroleum industry evidenced by a joint 
venture signed with AMOCO for oil exploration and production, a similar agree- 
ment soon to be signed with Gulf Oil and the inauguration of additional plant 
and equipment for the National Refinery in Karachi. Recent reports of an oil 





strike in the Adhi area seem to be true and the government plans to drill 17 
more exploratory wells this year. 


The migration of skilled workers to the Persian Gulf, while beneficial in terms 
of the foreign exchange they send home, remains a cause of concern because of 
the drain on Pakistan's limited pool of skilled workers. The government has 
announced plans to train workers for the Gulf and hopes to thus alleviate the 
problem. However, a number of businessmen still complain of high personnel 
turnover because of employees, lured by salaries often ten times higher than in 
Pakistan, leaving for the Mid East. 


INVESTMENT CLIMATE 


One of the most important policy decisions made by the Martial Law Adminis= 
tration was the Gemarcation of public and private spheres of investment. Under 
the previous government private investment in plant and equipment was slack 
because of uncertainty as to what sectors were reserved for public investment 
and what sectors were open to private investors. Under the present demarcation, 
almost all sectors, except for utilities, are open to the private sector though 
government review is still required. Proposals are now being reviewed in in- 
creasing numbers for ail industries, most notably cement. 


In other moves designed to improve investor confidence, the investment tax 
credit for plant modernization has been increased from 10 to 15 percent, duties 
on imports of raw materials and capital equipment not manufactured in Pakistan 
will be refunded and interest rates for fixed investment were lowered from 14 
to 12.5 percent. 


The response of the private sector to these incentives has been hesitant though 
in recent weeks press reports of approved investment proposals in several 
industries have appeared with increasing frequency. There is no doubt that the 
continuing political uncertainty is causing investors to remain cautious but,if 
conditions remain calm and stable,investors may start to implement investment 
plans. Another factor in the present delay may be that many investors are holde- 
ing out for conditions and inducements closer to what they enjoyed under some 
earlier governments. 


Foreign investment remains sluggish although there has been some recent activity. 
Pakistan has entered into a joint venture with the French truck company Saviem, 
and is expected shortly to sign another agreement with Massey Ferguson for a 
tractor plant. Two American firms, Philadelphia Quartz and Shelley Systems have 
also signed joint venture agreements for a sodium silicate plant and a pre- 
fabricated house factory respectively. 


MONEY AND PRICES 


In order to maintain the Federal budget deficit at the reduced level projected 
last July the government in January introduced a fiscal package which combined 
more tax relief measures for low income groups and increased taxes and certain 
customs levies, which affect mainly higher income groups. These generally 
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welcomed measures were in addition to other austerity measures already in 
effect, such as the federal hiring freeze and an across the board budget cut 
of 5 percent. As a result of these actions the deficit which would have in-=- 
creased because of a high oil bill, subsidies necessitated by increased wheat 
imports, and loss of revenue because of lower than expected exports, may be 
close to the limit decided upon in July of $150 million. 


The government estimates inflation to be in the 8-9 percent range on a 12 

month average basis but the consumer price index in February was only 5 percent 
higher than February of last year. Still, much of the urban population is 
cruelly feeling the pinch of four years of rapid inflation. Rising food prices 
particularly for free market flour have been a cause of concern to the govern- 
ment since the majority of the population perceives the government as having 
done too little to control the price of this essential commodity. However, now 
that the imported wheat has begun to arrive and should continue to arrive at 
200,000 tons or more per month, flour prices are coming down. 


Monetary assets up to February are about 11.5 percent above the same period 
last year, and the recent trend is for a lower rate. Last year's monetary ex- 
pansion was 23 percent. This reduction is having a salutary effect on inflation. 


TRADE AND BALANCE OF PAYMENTS 


Pakistan's merchandise imports are now more than double exports. Although im- 
ports generally continue to be constrained by foreign exchange limitations, 
there have been substantial wheat, edible oil and fertilizer imports. 


Imports of other items, particularly capital goods, are to some extent tied to 
aid inflows and are only slightly above last year's levels. 


Exports of cotton and cotton products pius rice continue to account for 50 per= 
cent or more of Pakistan's foreign trade. Exports in the cotton group are up 
this year because of the good crop but the inefficiency of the textile sector 
and the static agricultural production situation do not offer much hope for 
large gains in this area. Also Pakistan is a price taker in the international 
market and is thus severely affected by commodity price fluctuations. Another 
factor contributing to the poor performance of cotton products is the growing 
protectionist sentiment in the EC, and other major markets for Pakistan textiles. 


Other exports such as fish, leather products and carpets are performing well 
and steady expansion of these industries is likely to continue. 


The Invisibles account has shown marked improvement over the past six months 

as a result of much higher than expected emigrant remittances, Last year's re- 
mittances reached about $600 million and this year they will probably reach 

$1 billion and could be even higher next year. 


Pakistan expects disbursement of about $1 billion in foreign aid this year. New 
commitments are slightly higher than last year because of increased food aid 

and repairs to Tarbela Dam. The consortium countries have pledged $775 million 
of new assistance and assistance from OPEC countries continues at about the 

same level as last year. 





The strong performance of emigrant remittances has eased Pakistan's external 
financial situation. Gold and foreign exchange increased from $387 million in 
July 1977 to $508 million in February. However, over the long haul Pakistan 
has a continuing requirement for foreign capital, much of which must continue 
to come from official sources, 


IMPLICATIONS FOR THE UNITED STATES 


Pakistan's balance of payments and foreign exchange constraints limit U.S. ex- 
port possibilities to Pakistan. However, its import licensing regime is less 
restrictive and cumbersome than many other developing countries. Also the 
government's attitude toward foreign investment is positive and opportunities 
exist for profitable joint ventures in Pakistan. 


U.S. firms are generally satisfied with their operations here. Two joint 
ventures have been signed and others are in the negotiation stage. The govern- 
ment is encouraging private sector activity although the regulated business 
atmosphere has resulted in what some consider to be inadequate profit margins. 


PROSPECTS 


The best prospects for U.S. exporters to Pakistan are in the areas of edible 
oils, chemical fertilizer machinery, telecommunications equipment, port equip- 
ment, heavy construction equipment, and cement plantsand railway equipment. 
There is also a growing market for food processing equipment (such as sugar 
mills, slaughter house equipment, edible oil processing, wheat and rice milling 
equipment, fruit and vegetable packing and processing machinery and equipment 
for frozen foods). There is also a promising market for power transmission and 
control equipment, secondary quality steel sheets, steel scrap and gas trans- 
mission equipment. Engineering and consultative services will also be needed 
in connection with development projects. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 











